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** R E V I S E D ** 
 
 
 
 

JOINT LEGISLATIVE BUDGET COMMITTEE 
  Tuesday, April 22, 2008 

  8:00 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of February 26, 2008. 
  
- DIRECTOR'S REPORT (if necessary). 
  
- EXECUTIVE SESSION - Arizona Department of Administration, Risk Management Services - 

Consideration of Proposed Settlements under Rule 14. 
  
1. ARIZONA DEPARTMENT OF EDUCATION - Review of Request to Transfer Surplus FY 

2008 Basic State Aid Monies to Address Shortfalls in Other Programs. 
  
2. ARIZONA PIONEERS' HOME - Consider Approval of Requested Transfer of Appropriations. 
  
3. DEPARTMENT OF PUBLIC SAFETY - Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission. 
  
4. ATTORNEY GENERAL 
 A.  Review of Allocation of Settlement Monies - State v. Southwestern Furniture of Wisconsin. 
 B.  Review of Allocation of Settlement Monies - State v. Caremark. 
 C.  Review of Uncollectible Debts. 
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5. DEPARTMENT OF ECONOMIC SECURITY - Review of Requested Transfer of 

Appropriations. 
  

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
4/16/08 
4/18/08 
sls 
lm 
 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.  
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office 
at (602) 926-5491. 
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MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
February 26, 2008 

The Chairman called the meeting to order at 8:00 a.m., Tuesday, February 26, 2008, in Senate 
Appropriations Room 109.  The following were present: 
 
Members: Senator Burns, Chairman  Representative Pearce, Vice-Chairman 
 Senator Aboud  Representative Adams 
 Senator Aguirre Representative Biggs 
 Senator Flake Representative Cajero Bedford 
 Senator Garcia Representative Lopez  
 Senator Harper Representative Rios 
 Senator Verschoor Representative Yarbrough 
 Senator Waring  
Absent:   Representative Boone 
   
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of November 20, 2007, 
Chairman Burns stated that the minutes would be adopted. 
 
ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Water Quality 
Permit Processing Times. 
 
Mr. Dan Hunting, JLBC Staff, stated that the 2007 General Appropriations Bill contains a footnote that 
requires the Arizona Department of Environmental Quality (ADEQ) to submit for Committee review a 
report for water quality permit processing times and costs.  The department is seeking a favorable 
review of this report.  The Committee has at least 2 options:  a favorable review and an unfavorable 
review.   
 
Discussion ensued on this item. 
 
Representative Pearce moved that the Committee give a favorable review of the water quality permit 
processing times report.  The motion carried. 
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AUDITOR GENERAL - Review of English Learner-Related Modifications to the State 
Accounting System for Public Schools. 
 
Mr. Steve Schimpp, JLBC Staff, stated that this item pertains to changes in the accounting system for 
public schools that the Auditor General implemented pertaining to English Learners.  The Flores bill 
from the 2006 session created new funds and required the Auditor General to change the accounting 
system, so schools could account for the use of those monies.  The English Learner Task Force 
reviewed these changes in November without comment.  The changes do not affect how much money 
schools will get for English Learner programs; it only affects how they will account for the use of the 
monies. 
 
Discussion ensued on this item. 
 
Representative Pearce moved that the Committee give a favorable review of the review of English 
Learner-related modifications to the public school accounting system as they conform to statutory 
requirements.  The motion carried. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Health Reimbursement 
Account and Health Savings Account Proposals 
 
Ms. Jenna Goad, JLBC Staff, distributed Attachment A to the Committee.  Ms. Goad stated that this 
item is a review of a report submitted by the Arizona Department of Administration (ADOA) that 
outlines a program to use Health Reimbursement Accounts (HRAs) and Health Savings Accounts 
(HSAs) for state employee health benefits.  The committee has the following 2 options:  a favorable or 
an unfavorable review of the report.   
 
Discussion ensued on this item. 
 
Mr. Stavneak indicated JLBC Staff would provide a copy of the entire report prepared by the Leif 
Associates to Committee members. 
 
Mr. Alan Ecker, Legislative Liaison and Media Relations, ADOA, responded to member questions. 
 
Mr. Phil Hamilton, Assistant Director of Benefits, ADOA, responded to member questions. 
 
The Committee decided not to take action on this item at this time.  Senator Burns appointed a 
subcommittee consisting of Representative Pearce, Representative Adams and Representative Rios to 
further examine the details of this item and come back with a report for the Committee to act on at the 
next JLBC meeting. 
 
CONSENT AGENDA ITEMS: 
 
 ARIZONA COMMUNITY COLLEGES - Review of Proposed Dual Enrollment 

Intergovernmental Agreement Template. 
 
 DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Intended Use of Monies 

in the Indirect Cost Recovery Fund. 
 
 DEPARTMENT OF PUBLIC SAFETY - Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission. 
 
 ARIZONA DEPARTMENT OF TRANSPORTATION - Review of Third Party Progress.  
 
Senator Burns ruled that, as long as there was no objections by the Committee, the items are accepted 
as recommended by the JLBC Staff to give favorable reviews to the 4 agenda items listed above.  The 
motion carried. 
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EXECUTIVE SESSION 
 
Representative Pearce moved that the Committee go into Executive Session.  The motion carried. 
 
At 9:00 a.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Pearce moved that the Committee reconvene into open session.  The motion carried. 
 
At 9:40 a.m. the Committee reconvened into open session. 
 
A. Arizona Department of Administration - Risk Management Services - Consideration of 

Proposed Settlements under Rule 14. 
 
 Representative Pearce moved that the Committee approved the recommended settlement proposal 

by the Attorney General’s office in the case of Nicolaus Stone, et al v. State of Arizona, et al.  The 
motion carried. 

 
B. AHCCCS - Review of KidsCare Eligibility RFP Responses. 
 
 Representative Pearce moved that the Committee give an unfavorable review to the agency’s  
 proposed course of action. 
 

Representative Rios made a substitute motion to give a favorable review to the agency’s proposed 
course of action.  The substitute motion failed. 

 
 The original motion carried. 
 
C. Annual Performance Review of JLBC Staff Director. 
 
 Representative Pearce moved that the JLBC Staff Director salary be adjusted 3.25%, which was 

the statewide salary adjustment for other state employees in July 2007.  The motion carried. 
 
Without objection, the meeting adjourned at 9:45 a.m. 
 
Respectfully submitted: 
 
 

      
 __________________________________________ 

        Sandy Schumacher, Secretary 
 
 

      
 __________________________________________ 

        Richard Stavneak, Director 
 
 

      
 __________________________________________ 

             Senator Bob Burns, Chairman 
 
 
 
 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W.  Adams.  
A full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 









 
(Continued) 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Arizona Department of Education – Review of Request to Transfer Surplus FY 2008 Basic 

State Aid Monies to Address Shortfalls in Other Programs 
 
Request 
 
Pursuant to A.R.S.§ 15-901.03, the Arizona Department of Education (ADE) requests a favorable review of its 
plan to transfer a total of $8,358,500 in surplus FY 2008 Basic State Aid monies to the Additional State Aid 
and Achievement Testing programs in order to address anticipated funding shortfalls in those programs.  The 
proposed transfer includes $7,121,700 for Additional State Aid and $1,236,800 for Achievement Testing.    
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the proposed $7,121,700 transfer 
for Additional State Aid, as it corresponds to the difference between the FY 2008 appropriation for the 
program and its final actual formula cost.     
 
The Committee has at least 2 options regarding the proposed $1,236,800 transfer for Achievement Testing: 
 
1. A favorable review, as the requested amount reflects actual program costs for FY 2008. 
 
2. An unfavorable review, as the requested amount does not appear to factor in other funding sources for 

AIMS study guides for FY 2008 that were favorably reviewed at the May 2007 Committee meeting. 
 
Analysis 
 
A.R.S. § 15-901.03 requires JLBC review of any transfer of surplus Basic State Aid formula monies to other 
programs.  As a result, the 2 proposed transfers, which would utilize surplus FY 2008 Basic State Aid monies, 
require Committee review.   
 
The proposed $7,121,700 transfer to the Additional State Aid program would not affect current General Fund 
revertment estimates for FY 2008, as it is already factored into them.  This is because the cited amount has 
been known since October 2007, when it was reported by the Arizona Department of Revenue (DOR) pursuant 
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to A.R.S. § 15-972(H).  The JLBC Baseline for FY 2009 and subsequent budget balancing proposals for 
FY 2008, therefore, have already incorporated it into their calculations.  The proposed transfers to Additional 
State Aid and Achievement Testing are discussed separately below.    
 
Additional State Aid Transfer  
 
The Additional State Aid program funds the “Homeowners’ Rebate,” which currently pays 37% of each 
homeowner’s primary property taxes for schools pursuant to A.R.S. § 15-972.  The program also pays 100% of 
a homeowner’s primary property taxes that exceed 1% of the taxable value of their home pursuant to Article 
IX, Section 18 of the State Constitution (known as the “1% cap”).   
 
By October 12 of each fiscal year, the Arizona Department of Revenue (DOR) reports to the State Board of 
Education the amount of Additional State Aid funding to be distributed to each school district for the current 
fiscal year (A.R.S. § 15-972, Subsection H).  For FY 2008, the reported statewide amount is $366,134,800, 
which exceeds the appropriated amount by $7,121,700.  As a result, $7,121,700 in supplemental funding is 
needed in order to fully fund the program for FY 2008.   
 
The final $366,134,800 cost was computed by DOR based on actual school tax rates for FY 2008 and on final, 
actual property values for each individual home in the state.  The appropriated amount was based on statewide 
projections of school tax rates and homeowner property values for FY 2008.   
 
Achievement Testing Transfer 
 
The Achievement Testing program funds costs of developing, administering, and scoring achievement tests 
pursuant to A.R.S. § 15-741.  For FY 2008, the program has an estimated cost of $17,418,500.  The 
department indicates that only $16,181,700 in funding will be available for the program in FY 2008, resulting 
in a shortfall of $1,236,800 (see Table 1).  This calculation, however, does not include Proposition 301 carry-
forward monies for achievement testing that were expected to be used in FY 2008 to help fund AIMS study 
guides, as discussed for a related agenda item at the May 2007 JLBC meeting.    When Proposition 301 carry-
forward monies are factored in, the program would not be expected to require a General Fund transfer for 
FY 2008 (see Table 1). 
 
Proposition 301 carry-forward monies pertain to a provision in A.R.S. § 42-5029(E)(7) that permits the 
Legislature to appropriate up to $7 million of Proposition 301 monies annually for school accountability.  
Under that provision, approximately $2.3 million in Proposition 301 monies have been appropriated annually 
for achievement testing since FY 2003.  At the May 2007 JLBC meeting, the department indicated that 
approximately $4.3 million in Proposition 301 monies for achievement testing had carried forward to date and 
were available to help fund AIMS study guides.  That amount included approximately $1.7 million for use in 
FY 2008, which would make unnecessary the requested $1,236,800 transfer. 
 

Table 1 
Estimated Achievement Testing Shortfall 

   

 Transfer Request With Carry Forward Monies 
Total Cost: $17,418,500 $17,418,500 
   

Fund Sources:   
   General Fund $7,905,900 $7,905,900 
   Prop 301 – current year 2,340,300 2,340,300 
   Prop 301 – carry forward 0 1,236,800 
   Federal Funds 5,935,500 5,935,500 
      Subtotal $16,181,700 $17,418,500 
   

   Transfer from Basic State Aid   1,236,800                 0  
      Total Funding $17,418,500 $17,418,500 
   

 
RS/SSc:ss 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Fiscal Analyst 
 
SUBJECT: Arizona Pioneers’ Home – Consider Approval of Requested Transfer of Appropriations 
 
Request 
 
The Arizona Pioneers’ Home requests Committee approval to transfer up to $350,700 from the Personal 
Services Line and the Prescription Drug Special Line Item (SLI) to the Employee Related Expenditures 
(ERE) line in FY 2008.   
 
Because the Arizona Pioneers’ Home has a Modified Lump Sum by Agency budget, A.R.S. § 35-173 
requires Committee approval of transfers to or from the Personal Services and ERE line items. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee approve the agency request to transfer up to $301,100 
from Personal Services and up to $49,600 from the Prescription Drug SLI to the Employee Related 
Expenditures line in FY 2008.  The Personal Services line and the Prescription Drug SLI appear to have 
enough funding surpluses available in FY 2008 to cover this shortfall.   
 
If the Prescription Drug SLI does not have sufficient funds to cover the ERE shortfall, JLBC Staff 
recommends that the Committee approve the request to transfer the amount necessary to reach $350,700 
from Other Operating Expenditures. 
 
Analysis 
 
According to the Arizona Pioneers’ Home, the total amount required for ERE will be $1.9 million for FY 
2008 as compared to the appropriated $1.6 million.  The JLBC Staff concurs with the updated ERE 
estimate of $1.9 million based on current spending patterns.  During FY 2007, the Committee approved a 
total transfer of $325,800 from the Personal Services line and Prescription Drugs SLI to ERE.   
 
RS/AS:sls 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Kimberly Cordes-Sween, Principal Fiscal Analyst 
 
SUBJECT: Department of Public Safety – Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission  
 
Request 
 
Pursuant to A.R.S. § 41-1830.42C, the Department of Public Safety (DPS) has submitted for review its 
FY 2008 second quarter expenditures and progress report for the statewide interoperability design project. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request.  Second quarter 
expenditures totaled $404,300 of approximately $3,892,300 in FY 2008 appropriated funding.  Activities 
in the second quarter addressed projects identified in the Public Safety Communication Advisory 
Commission (PSCC) timeline relating to both the “short-term” and “long-term” interoperable solutions.   
 
While $17.7 million in federal interoperable communications grant awards was anticipated in March 
2008, award notifications have still not been made.  Of this $17.7 million, the state is eligible for 20%, or 
$3.5 million of the total Arizona award, while locals would receive the remaining 80%, or $14.2 million. 
 
Analysis 
 
Background 
The Arizona PSCC was established to develop a statewide, standard-based interoperability system that 
allows public safety personnel from one agency to communicate, via mobile radio, with personnel from 
other agencies.  An interoperable system enhances the ability of various public safety agencies to 
coordinate their actions in the event of a large-scale emergency, as well as daily emergencies.  
Construction costs of a statewide interoperability communication system have been estimated to be as 
high as $300 million.  The PSCC timeline (see Attachment A) targets the establishment of a financing and 
development plan for the system by July 2008. 
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(Continued) 

Activities 
PSCC progress in the second quarter with regards to the timeline and the “short-term” interoperable 
solution included increasing the number of Arizona Interagency Radio System (AIRS) user agencies to 
118.  This short-term solution, while allowing interagency communication, is limited to a single talk 
group, which is described as a single conversation between users in a geographical area.  The PSCC 
describes this functionality as “basic interoperability” for first responders.  The full deployment of AIRS, 
which includes the installation of equipment at over 40 sites, is expected by July 2009 (Milestone 9).   
 
The PSCC is working on a demonstration project, which will be based on the technical standards adopted 
by the PSCC in April 2007 and is included in the short-term plan.  The demonstration project will show 
the improved day-to-day interoperability between multiple jurisdictions using a shared radio.  As an 
initial demonstration project effort, for the Fiesta Bowl and Super Bowl, the PSCC received fifty 800 
MHz subscriber radios that then were programmed by DPS, Phoenix, and Glendale Police Departments.  
These radios and other organizational efforts provided improved interoperability at these preplanned 
events.  Inter-Governmental Agreements (IGA’s) with Phoenix and Yuma for communications systems 
expansion on White Tank Mountain and Oatman Mountain have been funded and are on schedule for 
demonstration project completion.  The commission anticipates full implementation of the pilot project by 
the end of FY 2008 (Milestone 9 and 11). 
 
The long-term solution differs from the short-term solution in that it will allow an unlimited number of 
talk groups, creating a more robust interoperability solution open to more simultaneous users than AIRS.  
With respect to the “long-term” interoperable solution, the PSCC continues to develop the conceptual 
design and has identified necessary sites for the statewide system.   
 
In July 2007, the U.S. Departments of Commerce and Homeland Security announced that Arizona will be 
eligible to receive $17.7 million in grant awards for statewide interoperable communications systems, 
which will be received through the Public Safety Interoperable Communications Program.  Ultimately, 
the state would receive $3.5 million, or 20%, and local entities would receive $14.2 million, or 80%, as 
required with this grant program.  The PSCC completed its Statewide Communications Interoperability 
Plan for application to the federal Department of Homeland Security by the December 3, 2007 deadline, 
as required to receive federal funding (Milestone 10). 
 
Expenditures 
Laws 2004, Chapter 275 included a non-lapsing appropriation of $3 million to DPS in FY 2005 for the 
design costs of a statewide radio interoperability communication system.  At the beginning of FY 2008, 
$2,509,000 was remaining from that non-lapsing appropriation and the Legislature appropriated 
$1,383,300 to DPS in FY 2008 from the General Fund for continuation of PSCC operations.  Therefore, 
there was a total of $3,892,300 in appropriated monies available for expenditure in FY 2008.   
 
In addition, a General Appropriation Act footnote specifies legislative intent for the PSCC to use 
$2,200,000 of non-appropriated Anti-Racketeering Fund monies for the detailed design of the long-term 
interoperability solution.  Prior to expending these monies, another footnote requires that DPS submit an 
expenditure plan to the JLBC for review.  To date, none of this funding has been spent. 
 
In the second quarter, the PSCC expended $315,800 for operating costs associated with 7 filled FTE 
Positions, federal engineering costs, and data site project support.  Total second quarter expenditures also 
included $88,500 in non-lapsing funds for federal engineering of the concept design.  As a result, there is 
$3,231,100 in funding available for the remainder of FY 2008. 
 
Table 1 indicates FY 2008 monies available for expenditure and expenditures for the first and second 
quarters in FY 2008. 
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Table 1 
PSCC Appropriation & Expenditures 

  
FY 2008 Funding 

Available 
1st Quarter 

Expenditures 
2nd Quarter 

Expenditures 
Personal Services $    697,800  $108,800  $ 110,000 
Employee Related Expenditures 251,500  43,400  22,500 
Professional & Outside Services 2,644,100 1/ 57,800 2/   265,000 2/ 
Travel - In State 51,400  700  0  
Travel - Out of  State 36,600  1,500  1,000 
Other Operating Expenditures 159,700  42,800  4,100 
Equipment        51,200            --        1,700 2/ 
 Total Operating Expenditures $3,892,300  $255,000  $404,300 
______________ 
1/   The amount remaining from the Laws 2004, Chapter 275 non-lapsing appropriation of $3 million is included in the 

Professional & Outside Services line.  Of the total FY 2008 funding available, there is also $135,100 of the FY 2008 
operating allocation 

2/   First quarter expenditures in Professional & Outside Services include no non-lapsing monies.  Second quarter 
expenditures include $87,000 in Professional & Outside Services and $1,500 in Equipment of non-lapsing monies.  

 
RS/KCS:ss 
Attachment 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General (AG) has 
notified the Committee of the allocation of monies received from Southwestern Furniture of Wisconsin, 
(Ashley Furniture Homestore) consent judgment.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
Southwestern Furniture of Wisconsin consent judgment.  The allocation plans are consistent with A.R.S. 
§ 44-1531.01, which relates to the distribution of monies recovered as a result of enforcing consumer 
protection or consumer fraud statutes. 
 
Analysis 
 
The General Appropriation Act contains a footnote that requires the Joint Legislative Budget Committee 
(JLBC) review of the allocation or expenditure plan for settlement monies over $100,000 received by the 
AG or any other person on behalf of the State of Arizona; and it specifies that the AG shall not allocate or 
expend these monies until the JLBC reviews the allocations or expenditures.  Settlements that are 
deposited in the General Fund pursuant to statute do not require JLBC review.   
 
In January 2008, the AG entered into a consent judgment with Ashley Furniture Homestore based on a 
large number of consumer complaints concerning very late or defective deliveries.  The AG alleged that 
Ashley Furniture Homestore unreasonably used disclaimer language in its sales order slips along with a 
30% restocking fee to prevent customers from canceling their orders, even though delivery had been 
delayed months after the estimated date or the furniture had been delivered in defective condition.  The 
AG also alleged that Ashley Furniture Homestore used deceptive advertisements, including a failure to 
adequately disclose minimum requirements for zero interest financing. 
 



 - 2 - 
 
The consent judgment provides for injunctive relief that gives the consumers a right to cancel late orders 
and a right to a prompt repair or replacement of defective furniture.  Ashley Furniture Homestore is also 
required to make disclosures that are noticeable, readable, and understandable by ordinary consumers. 
 
The total settlement amount is about $410,000.  The consumers who will receive compensation from 
Ashley Furniture Homestore have already been identified.  Ashley Furniture Homestore will pay about 
$2,000 in restitution to consumers who were charged a restocking fee and will replace furniture or 
provide refunds totaling $8,000 for consumers who received defective furniture.  These amounts do not 
include the compensation independently provided to consumers by Ashley Furniture Homestore before 
the finalization of the consent judgment with the AG.  In addition, Ashley Furniture Homestore will pay 
the Attorney General $400,000 for the costs of the investigation, which will be deposited into the fund 
that supports consumer fraud investigations, consumer education and enforcement of the Consumer Fraud 
Act.   
 
RS/MZ:ss 







(Continued) 

 STATE OF ARIZONA  
   
 

Joint Legislative Budget Committee 
 

STATE   HOUSE OF 
SENATE 1716 WEST ADAMS  REPRESENTATIVES 
 PHOENIX, ARIZONA 85007  
ROBERT L. BURNS   RUSSELL K. PEARCE 
  CHAIRMAN 2008 PHONE (602) 926-5491   CHAIRMAN 2007 
PAULA ABOUD  KIRK ADAMS 
AMANDA AGUIRRE FAX (602) 926-5416 ANDY BIGGS 
JAKE FLAKE  TOM BOONE 
JORGE LUIS GARCIA http://www.azleg.gov/jlbc.htm OLIVIA CAJERO BEDFORD 
JACK W. HARPER  LINDA J. LOPEZ 
THAYER VERSCHOOR  PETE RIOS 
JIM WARING  STEVE YARBROUGH 

 
DATE:  April 18, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies – State v. Caremark 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General has notified 
the Committee of the allocation of monies received from the Caremark (CMK) consent judgment.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
CMK consent judgment.  The allocation plans are consistent with A.R.S. § 44-1531.01, which relates to 
the distribution of monies recovered as a result of enforcing consumer protection or consumer fraud 
statutes. 
 
Analysis 
 
The General Appropriation Act contains a footnote that requires the JLBC review of the allocation or 
expenditure plan for settlement monies over $100,000 received by the Attorney General or any other 
person on behalf of the State of Arizona; and it specifies that the Attorney General shall not allocate or 
expend these monies until the JLBC reviews the allocations or expenditures.  Settlements that are 
deposited in the General Fund pursuant to statute do not require JLBC review.   
 
Arizona, along with 27 other states, entered into a consent judgment with the pharmaceutical company 
CMK based on violations to the Consumer Fraud Act by engaging in actions including: 
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1. Interchanging drugs without physicians’ approval and telling patients that the physician had 

approved. 
 
2. Falsely telling patients that their doctors had initiated the drug interchange. 
 
3. Telling physicians that their patients would save money with the drug interchange, which was rarely 

if ever the case. 
 
The injunction requires CMK to be transparent in its dealings with physicians and patients when 
attempting to interchange drugs.  It also requires CMK to disclose whether any involved parties receive 
any monetary benefit from a drug interchange.   
 
The total settlement amount is about $38.5 million.  Arizona will receive more than $659,000, which 
must be used by non-profit organizations to benefit low-income, disabled, or elderly consumers of 
prescription medications; to promote lower drug costs for state residents; to educate consumers 
concerning the cost differences among medications; or for similar purposes. Arizona will also receive $1 
million for attorney’s fees and investigative costs, consumer fraud education, and for investigations and 
enforcement of the Consumer Fraud Act.  In addition, Arizona residents are eligible for portions of $2.5 
million that will be available to patients who incurred expenses related to certain switches between 
cholesterol-controlling drugs. 
 
RS/MZ:ss 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
   
SUBJECT: Attorney General – Review of Uncollectible Debts 
 
Request  
 
Pursuant to A.R.S. § 35-150(E), the Attorney General (AG) requests that the Joint Legislative Budget 
Committee review its FY 2006 listing of $9.1 million in uncollectible debts referred to the Attorney 
General by state agencies for collection. 
 
Recommendation 
 
The Committee has at least 2 options: 

 
1. A favorable review. 
 
2. An unfavorable review. 
 
A favorable review by the Committee would allow the State Comptroller to remove debt, certified by the 
Attorney General as uncollectible, from the state accounting system.  Last year, the Committee 
unfavorably reviewed 2 large debts totaling $6.8 million as being uncollectible. 
 
Analysis 
 
The AG’s Collection Enforcement Unit functions as a collection service for past due debts owed to state 
agencies, boards, and commissions.  The unit returns 65% of collected monies to the client agencies and 
retains the remaining 35% for unit operational costs.  While the Collection Enforcement Unit is able to 
collect monies from many individuals and businesses that owe monies to the state, for a variety of 
reasons, some debts are uncollectible.  Laws 1999, Chapter 300 created a procedure for the State 
Comptroller to remove uncollectible debts from the state accounting system, after receiving annual notice 
of uncollectible debt from the AG and review by the Joint Legislative Budget Committee. 

(Continued) 
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The AG’s Office reviewed the cases assigned to the Collection Enforcement Unit.  Based on this review, 
the AG advises that $9.1 million owed to the state is uncollectible.  Of this amount, approximately 94% of 
all debts are classified under 4 categories:  debt was discharged in bankruptcy, settled, the debtor is a 
defunct corporation, or the debtor has no assets, wages, and/or a negative credit report.  The remaining 
amount is listed as uncollectible for reasons including an inability to locate the debtor, or because the cost 
of collection exceeds the amount of debt owed. 
 
 

Uncollectible Debt by Reason Code 

  Amount Recommended  
for Write-Off 

 
Percentage 

 

 Debt Discharged in Bankruptcy $2,957,000 32%  
 Settled 2,316,000 25%  
 Defunct Corporation/LLC 2,176,000 24%  
 No assets/No wages/Negative       

     Credit Report 
1,120,400 12%  

 Other 575,000 6%  
      Total $9,144,600 1/ 100% 1/  
____________ 
1/ Note:  Numbers do not add due to rounding.  

 
The 6 largest individual cases comprise $3.8 million of the $9.1 million, or 42% of the uncollectible debt 
total.  All 6 cases are owed to the Department of Revenue.  The largest amount is from an unspecified 
taxpayer.  The AG has collected $1.0 million from this taxpayer and has agreed to write off $1.78 million 
of the remaining debt.  We have requested additional information from the AG for this case. 
 

Largest Individual Cases of Uncollectible Debt  

 
Reason Code 

Amount Recommended  
for Write-Off 

  

 Settled $1,776,100  
 Debt discharged in bankruptcy 916,800  
 Debt discharged in bankruptcy 527,600  
 Defunct Corporation/LLC 237,900  
 Defunct Corporation/LLC 181,000  
 Debt discharged in bankruptcy 176,000  
      Total $3,816,000 1/  
____________ 
1/ Note:  Numbers do not add due to rounding. 

 
Of the $9.1 million, approximately 81% are debts that are owed to 2 agencies:  the Arizona Department of 
Revenue and the Registrar of Contractors.  The remaining 19% are debts owed to 25 other agencies.  
 
 
 
 
 
 
 
 
 
 
 

(Continued) 
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Uncollectible Debt Recommended for Write-Off by Client Agency 

  Amount Recommended  
for Write-Off 

 
Percentage 

 

 Arizona Department of Revenue $5,235,600  57%  
 Registrar of Contractors 2,193,900  24%  
 Industrial Commission 536,700 6%  
 Corporation Commission 226,100 2%  
 ADOT – Motor Vehicle Division 160,600 2%  
 ADOT – Highway Division 131,300 1%  
 All Others    650,600    7%  
      Total $9,144,600 1/ 100% 1/  
____________ 
1/ Note:  Numbers do not add due to rounding. 

 
The report includes an explanation for each uncollectible debt, the date the debt was determined 
uncollectible, and the dollar amount of each debt. 
 
Update on 2007 Report  
The state removed $10.0 million in uncollectible debt from the accounting system last year.  This number 
excludes the 2 particular cases, each for $3.4 million, that were unfavorably reviewed.  One case involved 
a software company that secured a loan through the Department of Commerce to develop stock exchange 
software.  After the default of the loan, the software was the only remaining collateral and the Department 
of Commerce was unable to find a buyer.  The other case is an individual who owes funds to the 
Corporation Commission.  The individual was not located through the AG’s investigative process. The 
$3.4 million of debt includes $60,000 in cost, $220,000 in restitution, and $3.0 million in penalties. 
 
We are waiting for updated information from the AG concerning the collection status of these 2 cases. 
 
RS/MZ:lm 
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DATE:  April 18, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jay Chilton, Fiscal Analyst 
 
SUBJECT: Department of Economic Security – Review of Requested Transfer of Appropriations  
 
Request 
 
Pursuant to FY 2008 General Appropriation Act footnotes, the Department of Economic Security (DES) 
requests that the Committee review a transfer of funding involving the Day Care Subsidy Special Line 
Item (SLI) and the Temporary Assistance for Needy Families (TANF) Cash Benefits SLI. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request.  This transfer 
does not change the total dollar amounts available for the Day Care Subsidy SLI or the TANF Cash 
Benefits SLI and results in no net change in General Fund spending.  The transfer will only change the 
fund allocation between the two line items.  The transfer will enable DES to comply with technical 
federal requirements associated with its receipt of $30 million in additional TANF funding. 
 
Analysis 
 
DES currently receives $226.6 million in TANF Block Grant funding from the federal government each 
year.  These monies are spent for a variety of purposes throughout the agency.  One of the conditions for 
receiving this money is that DES must expend at least a minimum amount of state money on qualifying 
programs.  This is known as maintenance of effort (MOE).  Qualifying programs are those that assist 
needy families so that children can be cared for in their own homes and that reduce the dependency of 
needy parents by promoting job preparation, work and marriage.  Historically, the majority of state 
spending countable towards MOE has been in the TANF Cash Benefits program and in the Child Care 
program.   
 
In FY 2008, DES applied for and received an additional $30 million in money from the TANF 
Contingency Fund, which is set aside by the federal government for states in need of additional funding.  
DES will use these monies in FY 2008 to fund supplemental appropriations for Children Services, 
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Adoption Services, Child Protective Services caseworkers, and eligibility workers in the Family 
Assistance Administration.  DES will receive $40 million in TANF Contingency money in FY 2009, 
which will be used to continue those supplemental appropriations, as well as to fund increases in other 
programs that would otherwise be funded by the General Fund. 
 
According to federal law, expenditures made for child care services can no longer be counted toward the 
state’s MOE when a state qualifies for and receives TANF Contingency Fund dollars.  Because of this 
restriction, DES proposes a General Fund appropriation transfer of $45.3 million from the Day Care 
Subsidy SLI to the TANF Cash Benefits SLI.  DES would then make a corresponding $45.3 million 
transfer of TANF Block Grant monies from the TANF Cash Benefits SLI to the Day Care Subsidy SLI.  
Moving the General Fund dollars from the Day Care Subsidy SLI to the TANF Cash Benefits SLI will 
enable DES to count them toward the state’s MOE in FY 2008 and will allow DES to qualify to receive 
the TANF Contingency dollars. 
 
RS/JC:ss 







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice




